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Dear Dan: M

Please refer to our recent conversation relating to fee on our
proposal CMCC Doc No. 151x5.973, The proposed change in fee
seems to stem from a misunderstanding as to the nature of the work
to be performed. Although the word "production' is used frequently
in this proposal, we felt certain that everyone concerned understood
that this referred to work performed in our pilot line or job shop as
opposed to that done in the laboratory.

The System 3 M-2 is basically an experimental gystem, not
a production system. The current proposal covers 8 new units, but
even these are subject to further additions and changes growing out
of the present development work. It covers also the modification of
16 systems to incorporate the latest design changes. Again, this can
hardly be called production.

Customer D has mentioned two contracts in the Control Systems
Division that appeared to bear a reduced fee. I will try to explain
these without getting involved in direct contract comparisons since it
is obvious that we have a number of contracts bearing a higher fee as
well as some carrying a lower fee.

The first of these contracts, AF¥33(604)-16900, is a develop-
ment contract with the Air Force. Twenty-five per cent of this con-
tract is subcontracting. If this is removed, or if the fee on subcon-
tracting were lower, the remaining fee would look more like

This contract also has a tremendous production potential. These

are the two reasons the Control Systems Division felt that they could
accept a fee of which would otherwise have been unacceptable.

The second contract, NOas-55-499c, is a study contract with
the Navy. The contract began with a fee, and it was only the
final supplemental agreement that carried a This new fee was
not because of follow-up production since as a study contract there was
no production even remotely connected,
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I hope this will clarify the apparent misunderstanding. As we
have discussed, we are proceeding with this work.

Sincerely,

JSW:sb
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